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Abstract 
In a world where inequality is on the rise alongside an increase in income, it becomes of paramount interest for anyone 
to find a nation or a group of nations which manage to have well-performing economic and social indicators. This 
curiosity about finding a ‘third’ model led us to the Nordic Model. 
 
Our qualitative paper titled “Establishing the existence of Nordic model and its sustainability” is aimed at documenting 
the present condition of the Model in the five countries that come under the purview of the Model: Denmark, Finland, 
Iceland, Norway and Sweden. We begin with establishing the existence of the Model using certain social and 
economic indicators. We look at the various reasons, both historical and those unique to these countries, behind the 
emergence and success of the model. We discuss the major problems that these countries as a whole are facing with 
regard to continuing the existing system or improving it. We look at possible ways in which the countries could sustain 
the model. 
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1. Introduction 
 
In Northern Europe lie a group of countries which don’t boast of vision shattering figures and neither are powerhouses 
in the world economy. Although when it comes to social indices comparing different nations of the world, these 
countries generally occupy the places at the top. Commonly known as the Nordic countries, they broadly include 
© 2015 Published by Elsevier B.V. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/4.0/).
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Norway, Sweden, Finland, Denmark and Iceland. In the Human Development Index1 2013 by the United Nations 
Development Program (UNDP), Norway features at the top with three other Nordic countries in the top 15 and Finland 
at the 24th position. In the World Happiness Report 2013, Denmark and Norway occupy the first and the second 
positions respectively with the other 3 Nordic countries featuring in the top 10. All five countries are also present in 
the top 10 countries as per Social Progress Index 2014 (The U.S. is not even in the top 15). According to the Corruption 
Perception Index 2013 by Transparency International, Denmark is the least corrupt country, with 4 Nordic countries 
occupying the top 5 positions. When it comes to the Gender Inequality Index (UNDP report), Norway is the country 
which least discriminates between the two sexes, with all of the Nordic countries in the top 15.  
In terms of economic parameters, these countries fare at par, or even better than their counterparts in Europe and in 
the far west. The rate of unemployment is less than many of other West European countries2. All of these countries 
have lower budget deficits than other European countries and the U.S3. These countries (surprisingly to others) 
survived the global financial crisis of 2007 and bounced back better than any other European country. 
The spectacular performance of these countries is the most intriguing part and the reason why we have chosen this 
topic. We want to research what lies at the heart and what is the backbone of such an unprecedented story of social 
well-being. We will analyse the common economic model, if any, which exists in these countries, compare it with 
other models around the world and try to gauge the extent to which that economic model contributes to their social 
welfare. 
2. Features of the economies in the Nordic region 
2.1. Free market and globalisation  
 
A free market is a market system in which the prices for goods and services are set freely by consent 
between sellers and consumers, in which the laws and forces of supply and demand are free from any intervention by 
a government, price-setting monopoly, or any other authority. At the start, free trade in Nordic countries was restricted 
to export based goods and manufacturing industry. Regulation by the government in sectors such as housing, banking, 
insurance and retail along with subsidies to selective firms with high taxes for the others was not uncommon.  
By 1980, the countries in the Nordic region were on the path of liberalisation or already there. Though this was 
followed by a major financial crisis striking the Nordic economies, they never seemed to be diverging from it. 
Competition is now an essence of all Nordic economies. A measure of how free trade has seeped into Nordic 
economies can be judged by the Index of Economic Freedom (2015) by Heritage Foundation and The Wall Street 
Journal. All five countries rank in top 30 and have been described as ‘mostly free’ by the index. The Nordic countries 
were one of the earliest proponents of free trade between countries because of their export oriented manufacturing 
sector and hence embraced globalisation from an early stage. 
 
 
1http://hdr.undp.org/en/content/table-1-human-development-index-and-its-components- HDI data 
2http://www.ilo.org/global/research/global-reports/global-employment-trends/2014/WCMS_233936/lang--en/index.htm- ILO data on 
unemployment rates 2014 
3http://countryeconomy.com/deficit - budget deficit by country. 
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Fig. 1 - Sum of exports and imports as a percentage of GDP 
 
   According to the Nordic Regional Report (IMF, 2013), trade openness and competitiveness combined with a high 
degree of specialisation are an important part of the economies of the Nordic region. For the four major Nordic 
countries except Iceland, total exports and imports of goods stood at over 60%of GDP in 2012 as given by Figure 14.  
The features of free trade and globalisation are essentially a part of the capitalist setup of economy whereas 
government control over the markets and barriers to trade are socialist tendencies. Let’s now look at how the Nordic 
countries fare in terms of social welfare mechanisms. 
 
2.2. Welfare state 
 
   A welfare state is a concept of government in which the state plays a key role in the protection and promotion of 
the economic and social well-being of its citizens. It is based on the principles of equality of opportunity, 
equitable distribution of wealth, and public responsibility for those unable to avail themselves of the minimal 
provisions for a good life.  
 
   The welfare state involves a transfer of funds from the state to the services provided (i.e. healthcare, education, etc.), 
as well as directly to individuals. It is funded through redistributionist taxation. 
1. Health care: A report by Health Management Organisation in 2010 stated that in all of the Nordic countries, an 
average of 80% expenditure on health care comes from public sources. Nordic healthcare systems are taxation 
based, and locally administered with every citizen having equal access to services.  
2. Education: Education programmes occupy a key place in the functioning of any social welfare state. As per the 
OECD Indicators 2012, the Nordic countries rank ahead of the OECD average in terms of public expenditure on 
education as a percentage of GDP which stands at 5.8%. Iceland has total public expenditure on education as a 
percentage of GDP at 7.4% and Sweden at 7.3%. Denmark spends 7.9% of its GDP on education, the largest 
among OECD countries. Norway spends 15.7% of its total public expenditure on education as opposed to OECD 
average of 13.3%.  
 
 
4IMF world economic outlook and fund staff calculations. 
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3. Economic equality: Central to the welfare systems of the Nordic region is the idea of equality among individuals. 
Policies like redistributive taxation are aimed at promoting equality in the society. It also limits the control of 
economic power to a few rich citizens at the top. According to the Gini coefficient5, Nordic countries have the 
smallest income disparities with a coefficient of 0.25.  
 
 
Fig. 2 - Tax rates of Nordic countries, world Europe and OECD countries 
4. Taxation: Since the government depends upon public funds for carrying out different social welfare schemes, 
the tax rates, especially personal tax rates are comparatively higher than in other European and OECD economies. 
The average tax rate in the world is 31.37%, the European average is 32% and the OECD average is 41.58%. In 
the Nordic countries however, the tax rates are higher with Denmark at 55.56%, Finland at 51.25%, Iceland at 
46.22%, Norway at 47.2% and Sweden at 57%6.  
  
5. Post retirement schemes and unemployment benefits: Any person who is actively looking for employment in the 
Nordic economies is entitled to certain daily allowance which differs from country to country. The 
unemployment wages are in some cases even higher than the basic minimum wage in the economy. This again 
reinforces the idea of equality in the economy. Retirement schemes are prevalent in all of the Nordic countries. 
The amount of pension depends upon the time the citizen has lived in the country, the wage or salary earned by 
him during his working tenure, the number of dependents a retiree has and whether he or she has earned special 
pension from other insurance schemes.  
 
   The sub points enumerated above show a positive tilt towards socialist pattern of economy and society. It is the 
welfare state which is the backbone of the socialist structure and Nordic countries have similar elements which qualify 
the countries in the region as welfare states. 
 
2.3. Share of public spending as a percentage of GDP  
 
  Socialist economies have shown a tendency of having a higher proportion of public expenditure as a part of their 
GDP. While core capitalist countries like The U.S., Malaysia and Singapore have a comparatively lower proportion 
of their GDPs as government expenditure, socialist economies like Cuba and North Korea fare slightly on the higher 
 
 
5 Gini coefficient calculates income inequality on a scale of 0 to 1 
6http://www.kpmg.com/global/en/services/tax/tax-tools-and-resources/pages/individual-income-tax-rates-table.aspx- 
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side. Public expenditure as a percentage of GDP stood at 40%, 13.3% and 29.7% for The U.S., Singapore and Malaysia 
respectively; the same stood at 60% and 100% from Cuba and North Korea respectively. For the Nordic countries, it 
averaged at 51.314% (Heritage Foundation and The Wall Street Journal, Index of Economic Freedom, 2015)7. 
   As seen in the figure 38, the public expenditure as a percentage of GDP fares somewhere between the averages of 
the capitalist and the socialist economies with a slight tilt towards the left. 
 
Fig. 3 - Public Expenditure as a percentage of GDP 
 
2.4. Role of labour unions 
 
The Nordic countries have a very high rate of union density9 with Iceland and Sweden at 85%, Denmark at 72%, 
Finland at 70% and Norway at 53%. Core capitalist economies like the USA, Japan, South Korea and Germany have 
a rate of 12%, 18%, 10% and 20% respectively whereby socialist economies like Cuba and China have figures of 97% 
and 90% respectively (ILO, 2011). Going by the statistics, we can say that socialist economies tend to have a very 
high rate of union densities and the Nordic region as a whole depicts socialist behaviour in this regard.     
                                                     
2.5. Political systems 
 
There always exists a relationship between the economic and political system of a country. Around the world we have 
seen a very strong and positive correlation between democracy and capitalism and their tendency to exist together. 
The core capitalist countries essentially are democracies.  Joseph Schumpeter, the great 20th century economist stated, 
“Modern democracy is a product of the capitalist process, and the two are mutually supportive parts of a rising modern 
civilization”. Again abstaining from commenting upon the kind of economic system which exists in the Nordic 
countries, let’s argue on the line of political systems. Politics of Finland and Denmark function within a framework 
of a parliamentary, representative democracy. Sweden is a parliamentary representative democratic constitutional 
monarchy while in Iceland politics takes place within in a framework of a parliamentary representative democratic 
republic. Norway again is a parliamentary representative democratic constitutional monarchy.On the whole, we can 
say that the Nordic region has political systems which follow democratic form of government. On the lines of strong 
correlation between capitalism and democracy, there is a very high probability that the economic system prevalent in 
the region has more symmetry to capitalism. 
 
 
7http://www.heritage.org/index/explore?view=by-variables 
8For calculation of the Figure, we have taken the individual percentages, added them and then divided by 5. 
9 Union density is the proportion of paid workers who are union members. 
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Fig. 4 - Labour Union Density 
 
2.6. Role of private companies in public sector activities 
   The common ways in which a government can involve the private sector are outsourcing and Public-Private 
Partnerships (PPP). The Nordic countries outsource a reasonable percentage of the public expenditure. While Norway 
ranks third among OECD countries with 61% of its public expenditure outsourced, Sweden stands at about 55-56%. 
Finland and Iceland stand at 47% and Denmark outsources 40% of its expenditure, the lowest among the Nordic 
countries. Another point that needs to be noted is that 75% of outsourcing in these countries is intermediate in nature. 
Other countries which outsource a high percentage of public expenditure are The United Kingdom (78%) and the 
United States (63%) (OECD, 2011). 
   Outsourcing as an activity necessarily depends on market mechanisms as these private players compete with other 
private and public players in the market to arrive at market equilibrium. The fact that outsourcing is more inclined 
towards free market mechanism is further buttressed by the fact that the countries (The US and the UK) outsourcing 
the highest percentage of their public expenditures are capitalist in nature. Hence, we can see that this characteristic 
of the Nordic countries is capitalist in nature. 
3. Existence of the Nordic model 
   As enumerated above, some of the features of the Nordic economies like free market, globalisation, outsourcing and 
democratic form of government resemble closely to a capitalist system while other features such as a high tax rate, 
welfare state and higher enrolment in labour unions are characteristics generally present in socialist economies. We 
cannot conclude for sure whether the Nordic economies belong to either of the categories with conviction. This is 
where we bring the existence of a third model into the picture.  
   This model is both unique and similar to both capitalism and socialism in the sense that it derives its features from 
both the models but is very distinct from both in its totality. We will term this “third” model as the NORDIC MODEL 
from here on with its political system being termed as social democracy and the economic structure being defined as 
free market welfare state. Through the following table, we will portray the emergence of the third model and how it 
is distinct from the capitalism and socialism. 
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Table 1: Summary of Features of Capitalism, Socialism and the Nordic Model 
 CAPITALISM SOCIALISM NORDIC MODEL 
Free Market Mechanism Yes No Yes 
Globalisation Yes No Yes 
Tax Rate Low Very High High 
Private Property Rights Present Absent Present 
Income Equality Low Very High High 
Political System Democracy Communism Democracy 
Importance of Economic Institutions Very High Low High 
Density of Labour Unions Low Very High High 
Retirement and Unemployment Benefits Average Very High High 
Expenditure on Education and Healthcare Average Very High High 
Presence of private companies in public domain Very High Low High 
 
4. Emergence of the Model: historical reasons 
   When we talk about the model, we also need to understand how the model came into being. Such radical policies 
cannot be implemented overnight; it has to be spread over a considerable period of time. Let’s first examine the 
timeline of model and then the reasons behind the successful implementation of the same. 
   The smooth functioning of the welfare system in the Nordic countries can be traced back to the pre-industrial era. 
The transition of Nordic economies from semi-feudal agrarian societies to affluent welfare state was largely peaceful. 
The breaking up of feudalism was immediately followed by the rise of independent peasants. The gap between the 
nobility and the peasants kept decreasing thereby containing any kind of dissent which might have arisen in the society 
due to oppression or economic inequality. Thus, the foundation of an equal society without any kind of class struggle 
was laid. In the beginning of the period of mass parties, Scandinavia became dominated by the three polar class 
structures: the urban upper class, the working class and the peasants. 
After this came an important event in the political history of Sweden and Denmark where the Social Democratic Party 
formed the government. Thus in the period 1920-50, these countries saw formation of labour unions, cooperative 
societies and extension of social rights to broader groups.This was followed by what is often referred to as a Golden 
Period of Welfare in these countries. The period 1950-80 saw the extension of the welfare model to include education, 
health care, pension plans, etc. for the citizens by way of expansion of the public sector. Universalism became an 
important part of these countries. After the golden period, came the period of economic crisis. It had to be dealt with 
by focus of increasing competitiveness of these countries around the world, tightening of fiscal policy and increased 
exports (Alestalo, et.al, 2009).The result is that these countries have now emerged as the hub of social welfare 
mechanism and an advocate of free market policies for growth and development. Let us now examine why it was 
possible for these countries to carry out these kinds of changes:  
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4.1 Equality 
   As argued above, the Nordic countries inherited a society with minimum class struggle and economic equality. The 
weakening position of the landlords along with a strong class of peasants laid the foundation of modern Nordic society. 
The working class had easy access to the parliamentary system and labour market negotiations. This led to the 
emergence of a society where everyone was treated equally with equal access to resources.  The welfare system which 
originated was based on the premise of equal opportunity and availability of services to all.  
4.2 Homogeneity of Population 
   Milton Friedman once said in an interview with The New Perspectives Quarterly, “Though it is not as true now as 
it used to be with the influx of immigration, the Scandinavian countries have a very small, homogeneous population. 
That enables them to get away with a good deal they couldn’t otherwise get away with.”The five Nordic countries 
have had a history of homogenous population. This meant that most people had similar requirements, and any policy 
initiative would benefit a huge section of the society, thereby making it easier to push through the reforms. It also 
meant that the inequality among different sections of the people were small as there weren’t many sections to begin 
with.  
4.3 Population 
   The Nordic region is a sparsely populated region of the world with a population of 26 million. While on its own, 
this factor might not have a major role to play in the emergence of the model, when coupled with the fact that the 
population is homogenous, it plays an important role. A small homogenous population means that the countries could 
undertake reforms without much resistance or without the headache of tending to a huge population.  
5. Key features of the Model 
   We have seen most of the common features of the Nordic countries in relation to other capitalist and socialist 
countries and also reasons for emergence on the model. Those features are in some sense a consequence of features 
on whose pillars the model is standing. We now examine the key features of the ‘model’ which are in some sense 
unique to the Nordic economy:- 
5.1 Universalism 
   A defining feature of this model is universalism i.e. provision of social rights to all. The welfare facilities like health, 
education, unemployment benefits, etc. are provided to all. While people might argue that universal social rights are 
not economically viable, a little analysis tells a different story. When everyone in the population receives education 
and health care services, they become more capable of participating in the workforce, due to the fact that they lead 
healthier lives and are more skilled. This in turn leads to more productivity, thereby contributing to the GDP. Another 
argument from the economic point of view, in favour of universalism is that it helps in stabilizing the effects of 
business cycles.  For example, during recessions, households earn less due to pay cuts, but mechanisms like 
progressive taxation ensure that they also pay less to the state. At the same time, the benefits that they receive from 
the state are not tampered with, thereby leaving the individual economic units in a much better condition than they 
would be in the absence of universal social rights (Danson, et.al, 2012).   
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5.2 Individual autonomy, social trust and cohesion 
   Due to the existence of universal social laws, individual taxation of spouses, family laws, the Nordic countries have 
evolved into highly individualistic societies. While many people associate closely knit, highly interdependent societies 
to be a necessary factor for social trust, Nordic countries defy that rule. Despite being highly individualistic societies, 
they also endorse social trust, not only among family members but also the members of the society including 
government institutions (Delhey and Newton, 2012). OECD survey of 2011 regards the Nordic countries as having 
high levels of trust. Over half the population is comfortable trusting a stranger, and countries demonstrate this through 
some of their laws as well.The economic advantage of social trust and cohesion is the reduction in transaction costs. 
When people trust each other and the law, deals materialise faster, conflicts get sorted without significant expenditure 
on litigation and other legal procedures.  
5.3 Innovation 
   When it comes to innovation in real terms, i.e. innovation leading to increase in the standard of living, the Nordic 
countries have been at the forefront. When we say innovation in real terms, we need to understand that if innovation 
is not necessarily Pareto improving or if it leads to inequality, making the poor poorer, then social welfare also falls 
(Stiglitz, 2014). Thus, even if a country is innovating, but the innovation is confined to the upper class of the society, 
the country may not be able to endorse innovation as a feature. eg- Innovation in financial markets. 
   In the Nordic countries, a lot of emphasis is laid on research, and with adequate government aid and redistribution, 
innovation is given the importance it deserves. The government ensures, through progressive taxation and investment 
in education, infrastructure and technology that more people go into research, thereby increasing the number of people 
working towards development of the region. 
6. Problems in the Nordic model 
6.1. Rising cost of welfare services 
   Central to the Nordic model is the welfare state under which essential services such as healthcare, education, day 
care and old age care, etc. are provided by the state. The cost of these services is financed mainly through taxes and 
the quality of these services has to be top-notch and not just meet the minimum standard. 
Since most of these services are labour intensive, the productivity can only increase up to a point after which it 
stagnates. Normal productivity level in the economy continues to rise which in turn results in rising real wages. As 
those performing service activities are to have the same wage increase as other groups and since the productivity of 
this group remains broadly unchanged, it follows that the relative price of producing these services go up over time. 
The resulting implication that labour intensive services tend to rise over time is also called the “Baumol’s Law” 
(Andersen, 2004).  
   When the productivity and real wage in the economy go up, they also push the material standard of living in the 
society. The quality and extent of public service are not stationary and are expected to be broadened when the standard 
of living rises. This gives rise to the demand of services in the economy, even with a stagnant population. Rising costs 
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will be reflected in higher prices paid by the customer or higher taxes paid by the citizen. Figure 510 presents two 
scenarios: cost pressure and cost containment. “Cost pressure” refers to the case where treatment costs rise more 
rapidly than income, while in the “cost containment” case this rise is assumed to moderate over time. The message of 
the table is clear. The rise of expenditure is significant for both health and long-term care even in the optimistic 
scenario, in which cost containment is assumed.  
 
Fig. 5 - Projections of public health& long-term spending 
Taxation is not a solution mainly because of two reasons. Firstly, the taxes are already high in the Nordic countries as 
we covered earlier. Secondly, having a high tax rate will disincentivise the economic agents which follow the free 
market reducing labour supply as people will choose to work less. High rates of corporate tax will also repel the 
entrepreneurs as most of their earnings will be taken up by the taxes thus providing lower returns. The rising cost and 
demand for welfare services will continue to put a strain on the backbone of the Nordic Model. 
6.2. Impact of high wages and unemployment benefits on work culture 
   There is a high degree of unionization and the wages, along with the minimum wages are decided through the 
framework of collective bargaining. The minimum and the average wage rates in Nordic countries are one of the 
highest in the world (Eldring and Alsos, 2012). Though productivity per hour is high, the amount of time people spend 
in working per week is very low. Average annual working times were 2005 hours in 1960 and 1666 hours in 2013 – 
people work fewer hours because they can afford it. This lead is taken from the backward bending supply curve of 
labour where after an increase in wages up to a certain level, the wage earners prefer leisure to work (Annenkov and 
Madaschi, 2005). The average hours of labour annually in the Nordic region as per OECD data in the year 2013 are 
as follows: Norway is 1408, Sweden is 1607, Finland is 1666, Iceland is 1704, and Denmark is 1411. The Nordic 
average is 1559 while the OECD average is 1770. In effect, total productivity is lower than it can be which has a 
negative impact on society benefits on the whole. 
   Nordic countries are known as ‘havens’ for the unemployed throughout the world11. This is because of the generous 
unemployment benefits the government has on offer for its citizens. Laid-off Danes who have worked for 52 weeks 
over the previous three years are eligible to receive 90% of their average earnings for up to four years. Unemployed 
 
 
10 Projecting OECD health and long term care expenditures: OECD Economics Department, Working paper 477, 2006. 
11http://www.forbes.com/2008/06/27/unemployment-benefits-world-forbeslife-cx_mw_0627worldunemployment.html 
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job seekers in Norway, Sweden and Finland are almost as well off. In the U.S, benefits in some states are as low 27% 
of income for average earners. Though the trend of generous unemployment benefits has lessened a bit (the data is 
five years old) due to change in government or on account of fiscal deficits, the benefits on offer still ensure that the 
unemployed enjoy a more than decent standard of living. A major disadvantage of such high unemployment security 
rates is how the person gaining the benefit responds to it. Economic agents respond to incentives and if an unemployed 
worker keeps receiving benefits, his eagerness to look for a job will decline while at the same time the burden on the 
state of providing benefits will keep increasing.  
6.3. Immigration 
   A regularly cited reason behind the success of the Nordic countries has been the composition of population.  Trust 
and social cohesion have been a part of the society which has been attributed to the homogeneity of population. The 
rate of immigration has stepped up in the last couple of decades in the Nordic countries and specifically in Sweden 
(mainly due to the most liberal asylum and immigration policies in Europe) (Ruist, 2013). There has been growing 
apprehension in the Nordic society about the influx of foreign immigrants in the country. The foundations of social 
trust will cease to exist if the composition of population changes to a large extent thus making it less 
homogeneous12.This is largely due to the pressure on employment in the economy these immigrants bring. Apart from 
that, the fact that in Sweden, the welfare state is also supposed to cater to the immigrant population puts extra strain 
on the already strenuous welfare system. 
 
Fig. 6 - Trends in immigration and emigration in Sweden 
6.4. Demographic changes 
   One of the significant factors affecting the viability of the Nordic model and essentially the welfare state is the 
changes in demography in the Nordic region. It chiefly refers to the change in composition of population and its effect 
on the Nordic model. The average age of the Nordic countries has been steadily increasing. Though in 2011, the 
 
 
 
12http://www.economist.com/news/special-report/21570836-immigration-and-growing-inequality-are-making-nordics-less-homogeneous-ins-
and 
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fertility rates in the Nordic countries ranged from 1.75 children per woman in Denmark to 2.02 in Iceland (data by 
Eurostat) which can be compared with the European Union average of 1.57 and significantly lower birth rates in Spain 
and Germany (1.36) and in Hungary (1.23). However, the current fertility rates are not sufficient to compensate for a 
rapidly ageing population, especially in rural and peripheral areas with out-migration of younger people. The life 
expectancy has been increasing and so is the proportion of the elderly to the working population. Figure 7 shows the 
net change in different segments of the age structure of the population in all of the Nordic countries between the year 
2002 and 201213. The trend of increase in the proportion of population above 65 years is pretty apparent via the graph. 
Also, as the proportion of elderly increases, the proportion of the working population decreases. 
Since most of the welfare services in the Nordic countries are tax financed, the system follows the policy of “pay as 
you go”. This means that today’s working population pays for today’s welfare schemes. One of the main challenges 
with an ageing economy is financing and securing of good-quality welfare services. With a longer life span, the 
demand for health care and pension will increase which will directly put a burden on current period taxpayers. We 
have already talked about how increasing taxes is not always the best option for the government. In such a scenario, 
there will be doubts over the practicality of the welfare state as the government will be left with two options: increasing 
the tax burden or financing the deficit with debt, both of which cannot be sustained over a long period of time. This 
is where cracks occur in the welfare model, which has been going steady for years since its inception. 
 
Fig. 7 - Net percentage change in age groups between 2002 and 2012 
6.5. A re-look at inequality 
   The Nordic economic model is based around the idea of an egalitarian society. Schemes such as old age pension, 
unemployment benefits etc., are aimed at decreasing economic variance within the society. Many a time, an employed 
persons’ disposable income is less than what an unemployed person earns though social benefits. This again works 
against the idea of incentives whereby people are spurred to work more and do better than other individuals in the 
society. For us, the idea of equality is a bit different. It’s not that everyone is equally rich or everyone earns the same 
income but that every agent in the economy has an equal opportunity to become rich. The state’s job is not to see the 
 
 
13http://ec.europa.eu/eurostat/statistics-
explained/index.php/File:Population_age_structure_by_major_age_groups,_2002_and_2012_(%25_of_the_total_population)_YB14.png -
Population age structure. 
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end product but to create a level playing field in which everyone has an equal opportunity to succeed in life. What 
happens from then on depends solely upon the individual and that is where true worth of that individual will come 
out. By this, we are making every individual in the society perform to the best of their abilities and this is where true 
efficiency will come in the economy. The “redistributive taxation” regime in the Nordic countries does exactly the 
opposite. It takes wealth away from the high wage earners and uses it to bring the low wage earners/unemployed in 
the society at a level with them with the help of the welfare model.  
7. Sustainability of the Model 
    In the light of the problems of the Nordic model and the various features it entails, we will analyse the sustainability 
of the model and see if the model is proficient in overcoming the difficulties. Sustaining the welfare services 
financially will be a challenge for the government. Once the governments reach their broadest possible tax base (which 
many believe they have), maintaining the same quality of services will be challenge. The only option left will be to 
cut back on the expenditure on welfare services, a process which already seems to have started in some of the Nordic 
countries. Sweden started cutting government expenditure as a percentage of GDP in the 1990’s. In Denmark, the 
centre right government reduced the unemployment benefits from four to two years. Reforms also included requiring 
young people on benefits to undertake training and stopping aid to those students who take too long to finish their 
studies. Finland is also on a similar path of cut-backs. Only Norway is yet to take any such reforms largely due to its 
vast oil reserves and accumulated wealth14.  Our take on the current and predicted problems will be on the same lines. 
The model in itself is not rigid and has tended to evolve with time in the history to reach its current form. The process 
of evolution is expected to continue and the set of solutions we are going to propose are assumed to be a part of the 
same process.  
7.1. Labour union density 
   The first factor we will look at is the union density in the Nordic countries. In the past 15 to 20 years, the degree of 
unionisation has been declining continuously in the Nordic region15. This phenomenon has occurred in all of the 
Nordic countries with unionisation rates falling from 76.3% to 68.6% in Finland, from 74% to 66.8% in Denmark, 
from 80% to 67.7% in Sweden and similar figures from Ireland and Norway16.The two main reasons for the fall in 
union rates are increasing immigration and decentralisation of collective bargaining. Immigrants have shown a 
tendency of not becoming a part of trade unions due to their temporary nature of work and also otherwise in general. 
Secondly, bargaining is now done mainly on an industrial or a company level rather than on a national or regional 
level, a phenomenon also called decentralisation of bargaining. This leaves out many who are unemployed but still 
part of a national trade union (Hassel, 2014).  
   This depicts the gradual erosion of one of the main features of the model and again skewness towards capitalism in 
a broader sense. It is not a negative development but should be seen in the light of the positive changes it brings to the 
labour market. It makes the labour market more flexible and introduces the free market state in the labour market thus 
driving down the minimum wages and making the industries more competitive. This development can also be seen in 
regard of growth of foreign competition in manufacturing from countries like China who have set new benchmark in 
 
 
14http://reason.com/blog/2014/01/22/nordic-countries-increasingly-giving-wel 
15 http://www.socialeurope.eu/2015/03/nordic-model/ 
16https://stats.oecd.org/Index.aspx?DataSetCode=UN_DEN- OECD data on unionisation 
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terms of costs in the manufacturing sector. This is a way the model keeps itself sustainable in spite of growing internal 
and external factors which can affect its long and medium term performance.  
7.2. Demographic trends 
Figure 8(a) shows how the total dependency ratio, which is the number of people in the working population bracket 
to the people above the retirement age who avail the old age and other welfare entitlements from the state, is projected 
to keep increasing in the future17. 
   The ageing population along with a broad base for the demand for welfare services has put a strain, both financial 
and structural, on the system. Figure 8(b) shows the breakup of various expenditures in the welfare states into different 
categories (Normann, et.al, 2013).  
   The proportion of health services and retirement benefits and pensions as a percentage of total social expenditures 
is very high in the Nordic model. These are the expenditures which can mainly be attributed to the senior citizens in 
the society. This is again a reason why increase in the proportion of elderly in the demographic distribution of the 
country is of detriment to the model.  Looking at the trends, the percentage of people who are going to be a part of the 
dependent population along with fall in population growth means that welfare system will not be sustainable in the 
current form in the coming 30-35 years.  
 
Fig. 8(a): Change in dependency ratio between 1950 and 2050                      Fig. 8(b): Details of total public expenditure by sectors 
7.3. Projected growth rate of output 
   In a developed country, the growth rate of output is very closely and positively linked to the growth rate of 
population. The growth rate of population is expected to slow down in the Nordic region over the course of time. 
Along with that, the growth rate of output will show a similar trend. With the expenditure on welfare services already 
expected to put stress and expose the financial vulnerability of the system, the falling growth rate will give another 
push in that direction. It would get increasingly difficult for the governments in the Nordic countries to maintain the 
budget surpluses they have seen in the previous years in the background of the problems discussed above.  
 
 
17http://esa.un.org/unpd/wpp/unpp/panel_population.htm -UNDP population projections and estimates. 
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Fig. 9 - Population growth rate projections 
We do not want to contain schemes such as universal health care and education since these services are essential and 
form the crux of the model. But schemes such as unemployment benefits and high minimum wages can be curtailed 
since they bring uncompetitive tendencies in the picture and bring down the overall efficiency in the economy.  
A reduction in tax rate can occur at the same pace as the reduction in expenditure on welfare services which can induce 
both the worker and the firms to increase their efficiencies and work more. There are all the reasons to believe right 
now that the current tax rate is on the falling side of the Laffer’s curve18. A reduction in the tax rate might actually 
induce tax revenues and thus increase the overall benefit for the government and society alike.  
 
7.4. Increased competition: globalisation and heterogeneity 
   Globalisation and increasing immigration also jeopardise the economic sustainability of the welfare model. From 
the reforms of 1990s and the impact of the 2008 crisis it is clear that the Nordic countries cannot afford to remain 
closed to competition nor can they completely nullify the impact of global phenomena. A major problem for all of the 
Nordic economies is the rising competition from other countries. Since the Nordic countries are export oriented 
economies, any kind of competition from emerging economies in the world market will hamper the trade balance of 
the Nordic region. This is bound to occur since industries in the emerging economies are cost effective owing to cheap 
labour and resources whereas in the Nordic countries, the taxes and high wages scale up the cost and thus the final 
value of the products. In the medium run, a driving down of the demand for their goods in the world market will also 
mean increasing unemployment resulting into higher unemployment benefits to be paid.  
   Without reduced barriers the countries have seen higher rates of immigration. Considering the already not-so-strong 
workforce participation, when only about 55% immigrants participate in the workforce, it further increases the 
pressure on welfare state. One school of thought says that reducing benefits available to immigrants could reduce the 
pressure; however, the moral dilemma here is that of undermining the principles of universalism and equality. The 
upside of immigration is the influx of more skilled workers who could increase the productivity of average worker 
thereby increasing output. For example, in Norway, the largest group of immigrants from 1996-2001 belonged to the 
 
 
18Laffer’s curve gives the relationship between tax rate and tax revenue. It says that at first increase in tax rate increases tax revenues up to a 
point after which the revenue falls if tax rate continues to rise. The curve is inverted U-shaped. 
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age group 20-35 years. Apart from maintaining peace and homogeneity in the minds of people, integration of 
immigrants is also beneficial economically as it will reduce the dependency ratio, thereby neutralising a part of the 
pressure on the welfare state caused by immigration and other factors. 
8. Conclusion 
One thing is certain; the welfare state is here to say, though its current form might change with time. This is because 
the welfare state has wide support among the general population in all of the Nordic countries and political parties 
which support the welfare regime are the ones who usually come to power. It will be very difficult for any party in 
power to cut back on the welfare state and still wish to stay in power.  
    The Nordic model has shown in the past that it can work itself out of problems efficiently and effectively. In the 
2008 recession, it was expected that the Nordic countries would badly falter due to their welfare state consumption, 
but what ensued was actually the opposite19. Though the Nordic countries were not immune to the economic downturn, 
they weathered the recession pretty well and bounced back more quickly than any other European country, some of 
which are still reeling. This shows an ability of the model to tackle problems and come up with solutions on its own. 
The erosion or curtailment of some features of the model should not be seen as the model moving towards capitalism 
but the model adjusting itself to internal and external factors which can influence its performance and efficiency. The 
model, in its current form, might not be sustainable some years from now but there is no reason to assume that it is 
going to stay in its current form. The basic structure of the model such as the welfare state, universalism and social 
cohesion, free markets etc. will stay the same. Another aspect which is expected to stay the same is the impressive 
results the model has been showing in the past years.  
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